
PrincetonUniversity

Report of the Treasurer

Princeton University 1999-2000



2 – PDF Edition

Fiscal years ended June 30 2000 1999

Financial

Principal sources of revenues

Tuition and fees (net)     $      85,751 $    85,759

Government grants and contracts 153,272 146,396

Private gifts, grants, and contracts 58,052 56,300

Investment earnings 2,086,645 1,007,116

Principal purposes of expenditures

Educational and general 482,373 445,323

Auxiliary 81,800 76,134

Summary of financial position

Assets 10,410,285 8,176,129

Liabilities 873,612 702,110

Net assets 9,536,673 7,474,019

Net  assets

Unrestricted/designated 7,733,942 5,974,457

Temporarily restricted 871,866 678,035

Permanently restricted 930,865  821,527

Total 9,536,673 7,474,019

Students

Enrollment

Undergraduate students 4,556 4,624

Graduate students 1,768 1,762

Degrees conferred

Bachelor degrees 1,122 1,186

Advanced and all other degrees 618 609

Annual tuition rate

Undergraduate $    24,630   $     23,820

Graduate   24,630   23,820

Faculty

Full-time equivalent 828 816

(dollars in thousands)

Highlights
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This is Raymond J. Clark’s last annual report as University
Treasurer. Ray will be retiring as Treasurer in February
2001, having completed a total of almost 28 years of

dedicated and distinguished service to Princeton University. He
has served as University Treasurer since 1987 and before that as
our Controller for more than 13 years.

As Treasurer, and before that as Controller, Ray has been
responsible for the accuracy of the University’s financial records
and the stewardship of its assets. In addition, he has provided
consistently sound advice on University investments and on the
monitoring of our endowment, through his ex officio membership
on the Princeton University Investment Company (PRINCO)
Board of Directors and the Robertson Foundation Investment
Committee. Moreover, his skill and judgment have guided the
University through countless critical negotiations with the Federal
Government on indirect costs and other financial matters, as well
as several major audits by agencies that range from the
Department of Energy to the IRS. Ray has also provided national
leadership on these issues through his participation in the Council
on Government Relations (COGR) and other higher education
associations, including service as Chair of the Board for COGR in
1985-86.

In recent years, he has also led the University’s efforts to
make sure that all our computers were ready for the year 2000, as
well as the larger effort to upgrade our administrative computing
systems and our use of information technology in the work of the
University administration.

Princeton is a significantly better place because of Ray
Clark’s work here and his presence in the University community.
We wish him well in his retirement, and we will miss him.

Harold T. Shapiro
President

Raymond J. Clark
University Treasurer
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Financial Overview

The University experienced favorable financial

results for the fiscal year ended June 30, 2000.

Due primarily to superior investment performance
we realized a record increase in net assets for the year. We

continue to finance our major maintenance, renovation and

capital equipment requirements through the sale of tax-
exempt bonds. The commercial paper program continues to

provide partial financing for capital projects during their

construction phase. Each of our debt instruments has
received the highest credit ratings from Moody’s and

Standard & Poor’s agencies.

Report

This report describes the financial position of
Princeton University on two separate but related

bases. Pages 5 and 6 describe the University’s

annual operating budget and reflect the basis on which the
budget decisions are made and executed. The operating

budget includes unrestricted and restricted income utilized

to cover expenses. The second method (pages 7 through 9)
constitutes the basis for preparing the audited financial

statements in accordance with generally accepted

accounting principles (GAAP). This approach focuses on
total income available and total expenditures—capital as

well as operating. Because the data in the two presentations

are prepared with somewhat different objectives and are
based on their own rules and conventions, it is not always

obvious how they are related. In some cases, similar

descriptions are used in both sections of this report even
though the precise definitions—and thus the specific

amounts—are not identical. However, both sets of figures

are accurate, and both are drawn from the University’s
general ledger.

The schedule from the audited financial statements that

most closely relates to the format used for the annual oper-
ating budget is the Consolidated Statement of Activities.

The lower half of the schedule deals with nonoperating

activities and is where we reflect realized and unrealized
appreciation on the endowment, pledges to give, changes

in the principal value of outside trusts, and gifts for capital

projects and to funds functioning as endowment. All of
these deal with factors affecting the long-term value of our

assets. The upper section of the schedule focuses on basi-

cally the same set of revenue items as the annual operating
budget. However, this presentation differs from the operat-

ing budget in both the gross numbers and in the calculation

of a surplus or deficit. Thus, a reconciliation would focus
on a comparison between the total column of the upper sec-

tion of the Consolidated Statement of Activities from our

audited financial statements (page 13) and our operating
budget, which appears in the Priorities Committee Report

and pages 5–6 of this document.

On a gross basis, expenses on the two presentation
bases differ by roughly $61 million ($582 million on the

Consolidated Statement of Activities and $643 million as

total operating budget expenditures). As discussed further
below, there are numerous factors that would affect these

two totals. However, the single most important factor on a

gross basis is the GAAP accounting rule that requires
$67 million of certain scholarship and fellowship expenses

to be treated as reductions from tuition and fee income

amounts on the Consolidated Statement of Activities. The
operating budget continues to show tuition and fees as

gross income and the full amount of all student aid as

expenses.
The surplus or deficit as calculated by these two

presentations also differs; the total column of the Consoli-

dated Statement of Activities shows a surplus of roughly
$12 million on the line Increase from Revenues, Gains,

and Other Support over Expenses and Losses, while the op-

erating budget reports a surplus of only $1 million. There
are many factors that cause variances on both income and

expense lines. While there is no prescribed formula for

reconciling these differences, by citing a few illustrative
examples one can see why the numbers would vary slightly.

The estimated impact is compared to the operating budget

basis.
• Depreciation versus transfer to reserves — In the

GAAP financial statements we assign a cost for the

depreciation of all buildings, equipment, and library books
to the expense lines for academic, administrative, and

Report of
the Treasurer
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auxiliary items. These reflect estimated useful lives that

range from 10 to 40 years. The total amount of depreciation
is some $54 million. The operating budget treats these costs

differently. We expense all library books in the year they

are purchased. We normally amortize equipment over
shorter periods of time, and we show as an expense monies

transferred to our Renewal and Replacement Reserve. This

reserve funds the annual debt service charges for major
maintenance and equipment programs, our new renovation

contribution for capital projects, and monies for laboratory

renovation, equipment, and other expenses associated with
the appointment of new faculty members. Most of these

items, which total some $75 million, are capitalized for

GAAP reporting purposes. Thus, the differing treatment of
these items on the expense side produces an improvement

to the GAAP surplus of about $21 million.
• The recognition of restricted income to fund capital

equipment — As mentioned above, the operating budget
tries to meet its obligation toward renewing our physical
capital assets by making a general funds transfer to
reserves. We do not include either income or expenditures
for nongeneral fund equipment. However, since the
Consolidated Statement of Activities shows depreciation
expenses for equipment funded from all sources, these
statements must also reflect restricted income given for
such purposes. Generally accepted accounting principles
provide for all income associated with equipment to be
recognized in the year the initial expenditure is made. This
results in net additional income of $15 million, which
increases the GAAP surplus.

• Postretirement health costs — The operating budget
treats all qualified retiree medical expenses, which are
primarily self-insured, on a cash basis. However, according
to GAAP, the Consolidated Statement of Activities
includes an amount that amortizes the potential future
medical costs for past and present employees. That net
charge on the Consolidated Statement of Activities is
roughly $11 million and reduces the GAAP surplus.

• Interest on external debt — Under GAAP, all interest
paid on external debt shows as an expense of unrestricted
funds. While the operating budget provides for some debt
interest in its amortization schedules and transfer to
reserves, certain interest amounts associated with capital

projects that have been assigned to and funded from capital
gifts are excluded. The Consolidated Statement of
Activities also includes earnings on the reserve funds from
which much of the debt is paid, while the operating budget
does not. Taken together the net of these factors is
increased expense, which reduces the GAAP surplus by
$10 million.

• All other items — Most of these differences have to do
with the recognition of unrestricted revenue and expense.
While most expenditures from general funds of the
operating budget are typically limited to an annual basis,
there are some instances where small amounts of money
might be carried forward from year to year. Examples
would be an annual transfer to an insurance reserve
or an agreement to allow a department to retain certain
budget savings. In these cases, the operating budget
recognizes the liability, and we actually move the amounts
on our books into funds functioning as endowment until
the expenditures are made. However, GAAP does not count
such transfers and recognizes the expenses only when they
are actually incurred. In a similar vein on the income side,
if unrestricted income has been received but designated
for a particular purpose, such as the conversion of the
library catalog into an electronically readable form, the
operating budget does not recognize the monies until
the expenditures occur. However, GAAP recognizes the
unrestricted income when it is received and does not reflect
internal restrictions that may have assigned funds to a
particular project. Rather, it shows the expenditures when
they occur without any income offset. While in any given
year these conventions could cancel each other out, in fiscal
year 2000 the operating budget recognized a combination
of fewer expenses and more income than appear in the
Financial Statements. This accounts for the balance of the
difference in the two calculations and decreases the GAAP
surplus by approximately $4 million.

All these varying factors result in an $11 million net
improvement in the operating budget surplus when restated
in the form of the Consolidated Statement of Activities.
Each of the different accounting treatments helps in its own
way to focus on issues that need to be considered in manag-
ing annual operations in the context of our longer-term
responsibilities for future years.
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Operating Budget

Objectives and Policies

The Priorities Committee of the Council of the

Princeton University Community (CPUC) is the

faculty-student-administration group that makes
recommendations to the president concerning the annual

operating budget. The president, in turn, submits his budget

recommendations to the trustees for their approval in the
January preceding the start of each fiscal year. All major

budgetary items are reviewed by the Priorities Committee

to make sure that both immediate needs and long-range
plans for resource allocation are considered and balanced.

This is a difficult job, constantly reevaluating the balance

between immediate spending for essential projects and
initiatives and ensuring adequate resources to fund those

priorities and initiatives in the future.

The objective of the operating budget is to reach a
spending level that will accomplish University goals to the

best of our ability while ensuring that these same goals will

be met in the long term. Under these general guidelines, the
president and the trustees have adopted a set of rules for

determining the appropriate division of resources between

current spending and reinvestment for the future. It is then
the responsibility of the Priorities Committee and the presi-

dent to determine the specific actions and policies needed to

bring the budget into balance each year, thereby enabling
University goals to be met on a sustainable basis.

Fiscal Year 1999-2000 Results

I n January 1999 the trustees approved an operating

budget for 1999-2000 that anticipated a surplus of

$1,000. The actual surplus of $951,000 was greater
than expected, although within that change there were

naturally some larger swings in various items of income

and expense.

(in thousands)

Operating Budget Revenues $ 644,421

Operating Budget Expenditures 643,470

Operating Surplus $ 951

A balanced budget for 2000-01 was adopted in

January 2000, we expect future years to be in financial

equilibrium.

Princeton Plasma Physics Laboratory

Revenue associated with the Princeton Plasma Physics

Laboratory (PPPL), funded primarily by the U.S. Depart-

ment of Energy, has been excluded from the chart on the

facing page. We believe this makes the presentation more

meaningful because PPPL is relatively self-contained and

the inclusion of its revenue tends to distort the other num-

bers. PPPL activity represents approximately one-tenth of

the operating budget.

As with operating budget revenues, expenses associated

with the Princeton Plasma Physics Laboratory have been

excluded from the following chart.
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Student fees
25.5%

Private gifts
and grants

11.4%

Sponsored
research
16.7%

 Investment income
34.4%

Auxiliary activities
12.0%

Academic
departments and

programs
41.0%

Physical facilities
23.8%

Athletics
2.1%

Administration
11.8%

Library and
computing services

9.6%

Student aid
11.7%

(1) Investment Income. Primarily endowment earnings dis-

tributed in accordance with a spending formula approved by

the trustees (amounts to spending between 4 and 5 percent of

market value most years). Unlike the general financial state-

ment treatment, income restricted to the use of a particular de-

partment or program is counted in the operating budget only as

it is spent.

(2) Student Fees. Undergraduate and graduate tuition, in ad-

dition to application fees and other miscellaneous charges

such as late payment fines and course change fees. All tuition

payments are counted here even if they are paid using Uni-

versity-provided student aid funds.

(3) Sponsored Research. Support for organized research

projects sponsored by the federal government and by corpora-

tions and foundations.

(4) Private Gifts and Grants. Spendable gifts from outside

groups such as corporations, foundations, and individuals,

and federal support for financial aid. The largest single com-

ponent is the amount provided by Annual Giving, which

provides unrestricted operating funds to the University. Capi-

tal gifts are excluded and restricted gifts recognized only to

the extent that the department assigns expenses to them.

(5) Auxiliary Activities. Income from athletics, dormitory and

food services, rental housing, computing, and miscellaneous

support activities.

(1) Academic Departments and Programs. Instructional

costs (such as faculty and graduate teaching assistants) and all

other operating costs of academic departments. Also included

here are all the direct costs of carrying out sponsored research

within these departments and programs.

(2) Student Aid. Undergraduate scholarships and gradu-

ate fellowships, most of which are funded from either

endowment funds or general University funds.

(3) Library and Computing Services. Costs associated

with the Library and with Computing and Information

Technology.

(4) Administration. The cost of all central administrative

functions, including the offices of the provost and deans,

Health Services, Admission, Registrar, Chapel, and Public

Safety. Other “business” offices such as the Treasurer,

Human Resources, Development, Public Affairs, and

Alumni Council are also included in this category.

(5) Athletics. Expenses of intercollegiate competition,

intramural sports, and physical education.

(6) Physical Facilities. Operation, maintenance, and en-

ergy expenses for all campus buildings, as well as the costs

of food services and other facilities-related service units.

Also included are transfers to reserves to fund major main-

tenance, renovation, and capital equipment expenditures.

Operating Budget Revenues Operating Budget Expenses
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Accounting Principles

Princeton University’s financial statements are

presented in accordance with generally accepted

accounting principles set forth by the Financial
Accounting Standards Board (FASB) as supplemented

by the audit guide of the American Institute of Certified

Public Accountants (AICPA). In addition to general
accounting guidance, the statements reflect the impact

of specific reporting requirements of not-for-profit

organizations prescribed by FASB Statements 116 and 117
on the subjects of accounting for contributions and the

format of general purpose external financial statements,

respectively. Compliance with AICPA guidance includes
the consolidation of wholly owned subsidiaries and

significant trusts in which the University is a beneficiary, as

well as reporting tuition discounts, primarily fellowships
and scholarships, as reductions of tuition revenue. The

financial statements are fully comparable, including prior

year data on the Consolidated Statement of Activities.

Financial Reports

The principal objectives of FASB Statement 117
are to provide consistency among the financial

statements of not-for-profit organizations and to

make them more comparable to those of the for-profit
sector. Statement 117 requires not-for-profit organizations

to provide, for their external financial reports, a statement

of financial position, a statement of activities, and a
statement of cash flows. The organization’s resources are

classified among three categories of net assets, that is, gross

assets less related liabilities, based solely on the existence
or absence of donor-imposed restrictions. Amounts for each

of the three classes of net assets—permanently restricted,

temporarily restricted, and unrestricted—are displayed in a
statement of financial position, and the amounts of change

in each category are displayed in a statement of activities.

Permanently restricted net assets are those resources
that may never be spent, mainly endowment funds. They

are generally the results of gifts and bequests with donor

stipulations that they be invested to provide a permanent
source of income. They may also include gifts in kind such

as works of art or real property. Temporarily restricted net

assets include those that, again by donor stipulation, must
be invested only for a certain period of time or are to be

used in a specified future period. Unrestricted net assets

may be expended for any purpose and result from invest-
ment income, including net gains, and revenue from

virtually all nongift sources such as tuition and auxiliary

services.

Statement of Financial Position

The statement of financial position is a snapshot of the

University’s entire resources and obligations at the close of
the fiscal year and is comparable to the document some-

times referred to as the balance sheet. Assets on the

statement are presented in decreasing order of liquidity,
from cash to property and equipment, the least liquid of its

assets. A significant item is the amount for contributions re-

ceivable, a requirement under FASB Statement 116.
Liabilities are also presented in order of anticipated time

of liquidation. Included is the liability under unitrust agree-

ments, which represents the estimated amount payable to
donors under the University’s planned giving programs.

The accounting rules require donees to record a liability for

the present value of the expected lifetime payments to do-
nors and to recognize the net amount received as a

contribution in the year of receipt.

In accordance with the accounting rules, certain unre-

stricted net assets have been partially earmarked, or des-

ignated, according to their intended use by the University.

A significant portion of unrestricted net assets, realized

gains on endowment assets, has been reinvested and is not

available for spending. Temporarily restricted net assets

include promises to give that are receivable in future years

as well as donor-restricted contributions, the purpose of

which has not yet been fulfilled. Permanently restricted

net assets include endowment gifts that cannot be spent

and funds held in perpetual trust by others.

Financial Statements
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Statement of Activities

The statement of activities is a summary of the income

and expenditures for the year, classified according to the

existence or absence of the restrictions described above.

Sources such as tuition, sponsored research, and auxiliary

activities are shown as unrestricted income. Income from

gifts and certain sponsored research may, depending upon

the donor’s specifications, be includible in any of the three

classes of income. Gifts to endowment, for example, are

permanently restricted. Income from temporarily restricted

sources is reclassified to unrestricted income when the cir-

cumstances of the restriction have been fulfilled. All ex-

penditures are made from unrestricted net assets, since an

amount cannot be spent until all restrictions on its use have

been removed.

The statement of activities is  presented in two sections,

operating and nonoperating, which attempt to reflect the

principles of the University’s operating budget. Items of

income shown in the operating section include all unre-

stricted receipts as well as the endowment earnings made

available for spending under the spending rule. Virtually

all expenditures are considered to be associated with op-

erating activity. Major items of income that are consid-

ered nonoperating include unrealized appreciation on

investments and endowment income earned in the current

year to be used in the succeeding year in accordance with

operating budget policy. Unrestricted gift income, prima-

rily from Annual Giving, is shown as operating income,

while income from promises to give (pledges) is consid-

ered a nonoperating source of income.

The statement of activities concludes with a reconcilia-

tion of the change in each class of net assets for the year to

the balance of net assets shown on the statement of finan-

cial position.

Statement of Cash Flows

The statement of cash flows is intended to be the bridge

from the increase or decrease in net assets for the year to the

change in cash balances from one year-end to the next. Sev-

eral items shown as expenditures in the statement of activi-

ties, such as depreciation, do not require an outlay of cash,

whereas the purchase of capital assets, which does require

the expenditure of cash, is added directly to the statement of

financial position and is not shown as an item of expense on

the statement of activities. Other items that affect cash bal-

ances but are not required to be included in the statement of

activities are the purchase and sale of investment securities,

borrowing proceeds and the repayment of loan principal, and

the net change in accounts receivable and payable.

The reconciling items on the statement of cash flows are

grouped into three categories. Operating activities are those

items of income and expenditure that occur during the nor-

mal course of providing services as an educational institu-

tion. Investing activities include the acquisition of capital

assets such as buildings and equipment, purchase and sale

of investment securities, disbursing funds for new student

and employee loans, and the collection of principal pay-

ments on such loans. Financing activities are those transac-

tions that provide permanent capital for the organization,

such as endowment gifts, as well as the proceeds from long-

term borrowing to finance capital additions and the repay-

ment of principal on such indebtedness.

Contributions

I n accordance with FASB Statement 116, donors’

unconditional promises to give are required to be
recorded as revenue and as amounts receivable by

donees in the year received. Prior practice was to recognize

contributions only as collected, on a cash basis. Where
collection is not expected within one year, the amount

recorded is determined on a present-value basis.

Conditional promises to give are recognized when they
become unconditional, that is, when the conditions imposed

by the donor have been substantially met.

Contributions must be classified among those that are

permanently restricted, temporarily restricted, or unre-

stricted, as determined solely by the donor. The classifica-

tion of contributions is essential for the proper presentation

of revenue in the Statement of Activities and of net assets in

the Statement of Financial Position, previously discussed.
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Endowment Management

A
significant portion of the operating budget is

financed from endowment earnings. Conse-

quently, the University’s investment portfolio is

professionally managed for total return that is accounted

for under a consistently applied formula.

Most invested funds participate in the Primary Pool,
which is operated on a market-value basis. Long-term

growth of principal and increase of future earnings are the

University’s objectives in the investment of these funds.
Funds participating in the Primary Pool are assigned units

on a market-value basis. Funds withdrawn from the Pri-

mary Pool receive appreciation or depreciation based on the
change in unit market values. After deducting investment

management fees, the earnings are allocated on the basis of

units owned by participating funds.
The University follows an endowment spending rule

that provides for an annual increase in the amount of

Primary Pool earnings allocated for spending. For the
Primary Pool’s year ended May 31, 2000, the interest

and dividends per unit (net of investment management

fees) were $46.38. The unit earnings allocated for spending,
including gains, were $157.96. The market value of a

unit was $5,150.07 at June 30, 2000 and $3,997.53 at

June 30, 1999.
A Secondary Pool is maintained for funds expected to be

disbursed within five years. The University guarantees the

principal of these funds and makes annual distributions at
money market rates. Distributions to the participating funds

for the Secondary Pool’s year ended May 31, 2000 equaled

5.44 percent of the average market value.
The Balanced Fund and the Income Fund have been es-

tablished for funds subject to the donor’s reservation of life

income. The fiscal year-end for each pool is December 31.
These pools are operated on a market-value basis in a man-

ner similar to the Primary Pool. After deducting investment

management fees, earnings are distributed quarterly to the
beneficiaries. For the year ended December 31, 1999, the

earnings distribution from the Balanced Fund was $112.93

per unit, and the average market value of a unit was
$2,523.28; the earnings distribution from the Income Fund

was $12.70 per unit, and the average market value of a unit

was $188.52
The University also maintains a group of separately in-

vested funds. Included therein are funds established from

gifts of investments restricted as to sale by donors, funds
where the University acts as custodian or fiscal agent for

others, and the University’s investments in real estate.

Summary

I n general, we believe the guidance offered by the
FASB and AICPA in recent years has been positive

and allows meaningful interpretation of our financial

reports by interested readers. We will continue to monitor
and comment upon future reporting proposals and

interpretations of applicable accounting principles, and

evaluate their impact on the financial picture of the
University.

Raymond J. Clark

Treasurer

Henry J. Murphy

Controller
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INDEPENDENT AUDITORS’ REPORT

The Board of Trustees

Princeton University

We have audited the accompanying Consolidated Statements of Financial Position of Princeton University (the “Univer-

sity”) as of June 30, 2000 and 1999 and the related Consolidated Statements of Activities and Cash Flows for the year ended

June 30, 2000. These financial statements are the responsibility of the University’s management. Our responsibility is to

express an opinion on these financial statements based on our audits. The financial statements include certain prior-year

summarized comparative information in total but not by net asset class. Such information does not include sufficient detail to

constitute a presentation in conformity with generally accepted accounting principles. Accordingly, such information should

be read in conjunction with the University’s financial statements for the year ended June 30, 1999, from which the summa-

rized information was derived.

We conducted our audits in accordance with  auditing standards generally accepted in the United States of America. Those

standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements

are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclo-

sures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates

made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide

a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the

University at June 30, 2000 and 1999, and the changes in its net assets and its cash flows for the year ended June 30, 2000 in

conformity with accounting principles generally accepted in the United States of America.

October 20, 2000

Deloitte & Touche LLP
Two Hilton Court
P.O. Box 319
Parsippany, New Jersey 07054-0319

Tel: (973) 683-7000
Fax: (973) 683-7459
www.us.deloitte.com
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Princeton University
Consolidated Statements of Financial Position
June 30, 2000 and 1999

(dollars in thousands) 2000 1999

Assets

Cash  $       6,326  $       3,731

Accounts and accrued interest receivable 75,154 58,670

Contributions receivable 249,395 175,046

Inventories and deferred charges 34,987 27,509

Investments at market value 8,777,100 6,756,600

Assets held in trust by others 103,341 88,619

Property:

Land 40,476 40,434

Buildings and improvements 1,173,158 1,058,375

Other property 448,255 433,908

Accumulated depreciation (497,907) (466,763)

Total assets  $10,410,285  $8,176,129

Liabilities

Accounts payable $     53,565 $     46,943

Deposits, advance receipts, and accrued liabilities 31,284 21,461

Deposits held in custody for others 124,139 104,076

Deferred revenues 42,627 42,714

Liability under planned giving agreements 85,829 80,870

Federal loan programs 10,941 10,636

Indebtedness to third parties 429,232 309,989

Accrued postretirement benefits 95,995 85,421

Total liabilities 873,612 702,110

Net Assets

Unrestricted 7,733,942 5,974,457

Temporarily restricted 871,866 678,035

Permanently restricted 930,865 821,527

Total net assets 9,536,673 7,474,019

Total Liabilities and Net Assets  $10,410,285  $8,176,129

See notes to consolidated financial statements.
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Princeton University
Consolidated Statement of Activities
Year ended June 30, 2000 (with comparative totals for 1999)

Temporarily   Permanently  2000   1999

(dollars in thousands) Unrestricted Restricted  Restricted   Total   Total

See notes to consolidated financial statements.

Revenues, gains, and other support

Tuition and fees    $   152,955  $   152,955  $   150,143

Less scholarships and fellowships  (67,384) (67,384)  (64,384)

Net tuition and fees  85,751  85,571  85,759

Government grants and contracts 153,272 153,272 146,396

Private gifts, grants, and contracts 58,052 58,052 56,300

Sales and services of auxiliary activities 51,140 51,140 46,782

Other sources 15,813 15,813 11,543

Investment earnings distributed 207,659  $  22,283 229,942 199,595

Total revenues, gains, and other support 571,507 22,283 593,790 546,375

Net assets released from restrictions 61,665 (61,665)

Total revenues, gains, and other support 633,172 (39,382) 593,790 546,375

Expenses and losses

Educational and general:

Academic departments and programs 283,449 283,449 262,586

Academic support 15,182 15,182 12,967

Student services 15,774 15,774 14,922

Library 33,814 33,814 30,274

General administration and general

    institutional support 59,158 59,158 55,723

Other student aid 9,956 9,956 9,239

Plasma Physics Laboratory 65,040 65,040 59,612

Total educational and general 482,373 482,373 445,323

Auxiliary activities 81,800 81,800 76,134

Interest on indebtedness 17,493 17,493 15,537

Total expenses and losses 581,666 581,666 536,994

Increase (decrease) from revenues, gains, and

other support over expenses and losses 51,506 (39,382) 12,124 9,381

Nonoperating activities

Adjustments to planned giving agreements (241)  $   711 470 7,402

Increase in value of assets held in trust by others 14,722 14,722 3,966

Private gifts, noncurrent 99,483 79,152 178,635 130,393

Net unrealized appreciation on investments 403,538 22,956 10,722 437,216 339,335

Investment earnings 1,512,100 133,298 4,031 1,649,429 667,781

Distribution of prior year investment earnings

for spending (207,659) (22,283) (229,942) (199,595)

Increase  from nonoperating activity 1,707,979 233,213 109,338 2,050,530 949,282

Increase in net assets 1,759,485 193,831 109,338 2,062,654 958,663

Net assets at the beginning of the year 5,974,457 678,035 821,527 7,474,019 6,515,356

Net assets at the end of the year $7,733,942 $871,866  $930,865  $9,536,673  $7,474,019
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Princeton University
Consolidated Statements of Cash Flows
Years ended June 30, 2000 and 1999

(dollars in thousands) 2000 1999

Cash flows from operating activities:

Change in net assets  $   2,062,654  $   958,663

Adjustments to reconcile change in net assets to net cash

provided by operating activities:

Depreciation expense 54,480 51,060

Property gifts-in-kind (2,659) (717)

Adjustments to planned giving agreements (470) (7,402)

Realized gain on investments (1,547,232) (571,553)

Unrealized appreciation on investments (437,216) (339,335)

Gain on disposal of fixed assets (1,470) (1,260)

Contributions received for long-term investment (87,103) (87,508)

Changes in operating assets and liabilities:

     Increase in operating assets (113,033) (53,787)

     Increase in operating liabilities 46,995 57,179

Net cash (used by) provided by operating activities (25,054) 5,340

Cash flows from investing activities:

Purchases of property, plant, and equipment (152,005) (120,594)

Proceeds from disposal of property, plant, and equipment 3,625 4,589

Purchases of investments (8,012,556) (5,959,133)

Proceeds from maturities/sales of investments 7,976,504 5,920,959

Net cash used by investing activities (184,432) (154,179)

Cash flows from financing activities:

Issuance of indebtedness to third parties 159,463 86,855

Payment of debt principal (40,219) (38,679)

Contributions received for long-term investment 87,103 87,508

Transactions on planned giving agreements 5,429 16,928

Government advances for loan funds 305 (1,656)

Net cash provided by financing activities 212,081 150,956

Net increase in cash 2,595 2,117

Cash at beginning of year 3,731 1,614

Cash at end of year $       6,326  $       3,731

Supplemental disclosures:

Interest paid $     17,493  $     15,537

See notes to consolidated financial statements.
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Nature of operations

Princeton University (the “University”) is a privately
endowed, nonsectarian institution of higher learning. When

the University was chartered in 1746 as the College of New

Jersey, it became the fourth college in British North
America. It was renamed Princeton University in 1896.

Originally located in Elizabeth, New Jersey, and later lo-

cated in Newark, New Jersey, the school was moved to
Princeton, New Jersey, in 1756.

The student body numbers approximately 4,600 under-

graduates and 1,800 graduate students in more than 60
departments and programs. The University offers instruc-

tion in the liberal arts and sciences and in professional

programs of the School of Architecture, the School of Engi-
neering and Applied Science, and the Woodrow Wilson

School of Public and International Affairs. The faculty

numbers more than 1,100, including visitors and part-time
appointments.

Summary of significant accounting policies

The financial statements of the University are prepared
on the accrual basis and include the accounts of its wholly

owned subsidiaries and three foundations controlled by the

University. Financial information conforms to the state-
ments of accounting principles of the Financial Accounting

Standards Board (FASB) and to the American Institute of

Certified Public Accountants Audit and Accounting Guide

for Not-for-Profit Organizations. Recent pronouncements

of the FASB include Statements of Financial Accounting

Standards (“SFAS”) No. 116, Accounting for Contributions

Received and Contributions Made, and SFAS No. 117, Fi-

nancial Statements of Not-for-Profit Organizations, issued

by the Financial Accounting Standards Board.
Under SFAS No. 116, unconditional promises to give

are recognized as revenues in the year made, not in the year

in which the cash is received. The amounts are present-val-
ued based on expected collections. Amounts received from

donors to planned giving programs are shown in part as a li-

ability for the present value of annuity payments to the

donor and the balance as a gift of either temporarily or per-

manently restricted net assets.
SFAS No. 117 prescribes the standards for external

financial statements and requires not-for-profit organiza-

tions to prepare a statement of financial position (balance
sheet), statement of activities, and statement of cash flows.

It requires the classification of the organization’s net

assets and its revenues and expenses into three categories
according to the existence or absence of donor-imposed re-

strictions—permanently restricted, temporarily restricted,

or unrestricted. Changes in each category are reflected in
the statement of activities, certain of which are further cat-

egorized as nonoperating. Such activities primarily reflect

transactions of a long-term investment or capital nature,
including contributions receivable in future periods, contri-

butions subject to donor-imposed restrictions, and gains

and losses on investments in excess of the University’s
spending rule. Other significant accounting policies are

described elsewhere in these notes.

SFAS No. 133, Accounting for Derivative Instruments

and Hedging Activities, as amended by SFAS Nos. 137

and 138, establishes accounting and reporting standards for

derivative instruments, including certain derivative instru-
ments embedded in other contracts (collectively referred to

as “derivatives”), and for hedging activities.  It requires

that an entity recognize all derivatives as either assets
or liabilities in the statement of financial position and

measure those instruments at fair value.  This statement is

effective for fiscal years beginning after June 15, 2000.
It will not have a significant effect on the University’s

financial statements.

The preparation of the University’s financial statements
in conformity with generally accepted accounting prin-

ciples requires management to make estimates and

assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities

at the dates of the consolidated statements of financial posi-

tion and the reported amounts of revenue and expense
included in the consolidated statement of activities. Actual

results could differ from such estimates.

Princeton University
Notes to Consolidated Financial Statements

Year ended June 30, 2000
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The prior year financial statements of the University in-

clude certain reclassifications to conform to the current year
presentation.

Investments

All investments in equity securities with readily deter-
minable fair values and all investments in debt securities

are reported at fair values. In addition, the University uti-

lizes fair values for reporting other investments, primarily
limited partnerships and derivatives.

The fair value of marketable equity, debt, and certain de-

rivative securities (which includes both domestic and
foreign issues) is generally based upon a combination of

published current market prices and exchange rates. The

fair value of restricted securities and other investments,
where published market prices are not available, is based on

estimated values when practicable, or at a nominal value.

The fair values of limited partnerships have been based on
estimates and assumptions determined by the respective

general partners or a valuation committee in the absence of

readily ascertainable market values. A summary of invest-
ments at fair value at June 30, 2000 and 1999 is as follows

(in millions):
  2000    1999

Managed portfolio:

Equity accounts $ 4,489.5 $ 3,570.7

Fixed income accounts 1,091.0 926.4

Limited partnerships 2,771.9 1,865.9

Educational loans and mortgages 234.2 216.2

Miscellaneous assets 190.5 177.4

Gross investments 8,777.1 6,756.6

Planned Giving investments (198.7) (189.0)

Bond proceeds awaiting drawdown (68.7) (37.0)

Government funding for student loans (14.4) (14.1)

Working capital (97.2) (84.3)

Net University
investment portfolio $ 8,398.1 $ 6,432.2

The composition of net investment return for the

years ended June 30, 2000 and 1999 were as follows
(in thousands):

  2000    1999

Realized and unrealized gains $ 1,984,448 $ 910,888

Interest, dividends, and
other income 102,197  96,228

Total $ 2,086,645 $ 1,007,116

The University follows a spending rule for its endow-

ment funds, including funds functioning as endowment,

that provides for regular increases in spending while pre-
serving the long-term purchasing power of the endowment.

Earnings available for spending are shown in the Consoli-

dated Statement of Activities as operating income, and the
balance as nonoperating income.

As of June 30, 2000 and 1999 the University had loaned

certain securities, returnable on demand, with a market
value of $180 and $183 million, respectively, to several fi-

nancial institutions that have deposited collateral with

respect to such securities of $186 and $187 million, respec-
tively. The University receives income on the invested

collateral, and also continues to receive interest and

dividends from the securities on loan. The collateral
received in connection with the securities lending program

is reduced by the liability to borrowers for financial state-

ment purposes.
As part of its investment strategy, the University enters

into a variety of financial instruments and strategies, in-

cluding futures, swaps, options, short sales, and forward
foreign currency exchange contracts. In all cases except

forward foreign currency exchange and swap contracts,

these transactions are traded through securities and com-
modities exchanges. The forward foreign currency

exchange and swap contracts are executed with credit-

worthy banks and brokerage firms.
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During the year a hedge program was established

to maintain the value of certain volatile securities in the
private equity sector.  The program used a series of custom-

ized derivative contracts to, in effect, sell forward a portion

of the equity exposure.  At June 30, 2000 the program had
the net effect of reducing the University’s exposure to pri-

vate equity investments by $245 million, and resulted in

approximately $52 million of net unrealized gains.
During the year a swap program in real estate invest-

ment trusts (REITs) was established. Under the terms of the

program the University receives the return on an approxi-
mately $100 million basket of REITs. At June 30 the

market value of the basket was approximately $2.9 million

less than the notional value, and is reflected in the market
value of the portfolio.

 At June 30, 2000 and 1999 approximately  $30.0 mil-

lion of a controlled foundation’s equity holdings have been
hedged through a series of put-and-call options.

Property

Land additions subsequent to June 30, 1973 are reported
at estimated market value at the date of gift, in the case of

gifts, and at cost in all other cases. Land acquired through

June 30, 1973 is carried at estimated value at that date,
computed using municipal tax assessments because it was

not practicable to determine historical cost or the market

value at the date of gift.
Buildings and improvements are stated at cost. Expendi-

tures for operation and maintenance of physical plant are

expensed as incurred.
Items classified as other property at June 30, 2000 and

1999 consist of the following (in thousands):

  2000    1999

Equipment $ 205,914 $ 203,245

Rare books 37,829 36,056

Library books, periodicals,
and bindings 137,531 129,014

Fine arts objects 66,981 65,593

Total $ 448,255 $ 433,908

Equipment, rare books, and library books, periodicals,

and bindings are stated at cost. Equipment includes items

purchased with federal government funds; an indeterminate
portion of those items are expected to be transferred to the

University at the termination of the respective grant or con-

tract. In addition to purchases with University funds, the
University, since its inception, has received a substantial

number of fine arts objects from individual gifts and be-

quests. Art objects acquired through June 30, 1973 are
carried at insurable values at that date because it is not prac-

ticable to determine the historical cost or market value at

the date of gift. Art objects acquired subsequent to June 30,
1973 are recorded at cost or fair value at the date of gift.

Annual depreciation is calculated on the straight-line

method over a 40-year life for buildings and improvements,
30 years for library books, and 10 years for equipment.

Funds held in trust by others

The University is the income beneficiary of various
trusts that are held and controlled by independent trustees.

In addition, the University is the income beneficiary of en-

tities that qualify as supporting organizations under Section
509(a)(3) of the U.S. Internal Revenue Code. Funds held in

trust by others are recognized at the estimated fair value of

the assets or the present value of the future cash flows when
the irrevocable trust is established or the University is

notified of its existence. Funds held in trust by others, stated

at fair value, amounted to $103.3 million in 2000 and
$88.6 million in 1999.

Deferred revenues

Deferred revenues represent advance receipts relating to
the University’s real estate leasing activities. Such amounts

are amortized over the term of the related leases.
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Indebtedness to third parties

The debt consists of loans through the New Jersey Edu-
cational Facilities Authority (NJEFA), taxable revenue

bonds, commercial paper, various parental loans with

the Student Loan Marketing Association (Sallie Mae)
and a local bank, and various mortgages as follows

(in thousands):

NJEFA Revenue Bonds
Dated July 1, 1991, Series A, 5.86%,
due in installments through July 2001,
net of unamortized discount of $11 $ 1,919

Dated July 1, 1992, Series F, 5.08%,
due in installments through July 2002,
net of unamortized discount of $14 4,166

Dated August 1, 1993, Series B, 4.17%,
due in installments through July 2003,
net of unamortized discount of $32 5,928

Dated July 1, 1994, Series A, 5.84%,
due in installments through July 2012,
net of unamortized discount of $182 15,638

Dated July 1, 1995, Series C, 5.08%,
due in installments through July 2025,
net of unamortized discount of $288 19,357

Dated July 1, 1996, Series C, 4.86%
due in installments through July 2006,
net of unamortized discount of $44 16,046

Dated July 1, 1997, Series E, 4.42%,
due in installments through July 2007,
net of unamortized discount of $45 16,525

Dated July 1, 1998, Series E, 4.87%,
due in installments through July 2024,
net of unamortized discount of $84 18,116

Dated July 1, 1998, Series F, 4.44%,
due in installments through July 2018,
net of unamortized discount of $155 33,650

Dated February 15, 1999, Series A, 4.80%,
due in installments through July 2029,
net of unamortized discount of $374 44,136

Dated July 15, 1999, Series B, 4.98%,
due in installments through July 2019,
net of unamortized discount of $483 48,182

Dated June 15, 2000, Series E, 5.35%,
due in installments through July 2020,
net of unamortized discount of $461 49,539

Taxable Revenue Bonds
Dated March 15, 1994, Series 1994A, 6.02%,
due in installments through July 2000 1,680

Dated March 15, 1994, Series 1994B, 6.41%,
due in installments through July 2002,
net of unamortized discount of $57 13,923

Dated March 15, 1994, Series 1994C, 6.48%,
due in installments through July 2003,
net of unamortized discount of $27 5,463

Commercial Paper 90,000

Parental Loans 44,631

Mortgages 333

Total $ 429,232

The proceeds of NJEFA loans were used primarily for

renovation and rehabilitation of University facilities and

purchases of capital equipment. The proceeds of the Tax-
able Revenue Bonds were used to advance refund certain

NJEFA loans and to reimburse the University for the cost

of renovation and rehabilitation of University facilities
and purchases of capital equipment in recent years that,

due to statutory limitation, could not be financed with tax-

exempt debt.
 Subsequent to June 30, 2000 the University issued

bonds of $100 million through the NJEFA. The principal

purpose was to refund the commercial paper that had been
issued to provide interim financing for several capital

projects.  In addition, the University received a loan of $4.1

million from the NJEFA under the New Jersey Higher Edu-
cation Capital Improvement Fund.  One half of the debt

service on this loan is fully funded by the State.The Univer-

sity intends to issue additional bonds in the future.
The NJEFA loan agreements entered into through 1998

contain certain restrictive covenants with which the Univer-

sity must comply. Specifically, the ratio of available assets
to general liabilities, as defined in the loan agreements,

shall be equal to at least two to one. Also, the University

pledges tuition and fees received from all students up to an
amount equal to one and one half times the maximum an-

nual debt service on all outstanding NJEFA bonds, in

addition to the full faith and credit of the University. The
University was in compliance with these covenants at June

30, 2000.
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Loans with the Student Loan Marketing Association

(Sallie Mae) are used for the parental loan program. As of
June 30, 2000, the amount outstanding was $28.8 million,

at rates ranging from 5.3 percent to 9.9 percent. As collat-

eral, the University pledges these parent loans and
additional student loans for which Sallie Mae provides a

second market. In fiscal 1999 the University entered into a

$20 million loan facility with a local bank to provide fund-
ing for the parental loan program. Terms to the borrowers

are similar to the Sallie Mae program in that fixed or vari-

able rates may be selected on a pass-through basis; terms
may be as long as 14 years. At June 30, 2000 the balance

outstanding was $15.8 million at rates ranging from 5.8 per-

cent to 7.4 percent.
In fiscal year 1998 a commercial paper program was

authorized as an initial step of a financing proposal to pro-

vide construction funds for several approved capital
projects. The proceeds have permitted construction to pro-

ceed until permanent financing from gifts or other sources

has been made available. The program has been authorized
to a maximum level of $120 million for a period of up to

five years. At June 30, 2000, $90 million was issued

through the NJEFA on a tax-exempt basis to the investors.
Maturities of the debt were from 22 to 161 days, and the

nominal interest rate was 4.119 percent.

Principal payments for each of the next five years and
thereafter on debt outstanding at June 30, 2000, excluding

commercial paper, are as follows (in thousands):

Principal
payments

2001 $ 34,616

2002 32,299

2003 31,445

2004 25,251

2005 22,061

Thereafter 195,817

Subtotal 341,489

Unamortized discount (2,257)

Net long-term debt $ 339,232

The fair value of the University’s long-term debt is esti-

mated based on current notes offered for the same or similar
issues with similar security, terms, and maturities. At June

30, 2000, the carrying value and the estimated fair value of

the University’s long-term debt, excluding commercial pa-
per, were $339.2 million and $333.3 million, respectively.

Commitments and contingencies

At June 30, 2000, the University had authorized major
renovation and capital construction projects totaling $360

million, including a new campus center ($50 million), new

Engineering and Social Science buildings ($48 million) and
a dormitory renovation program ($65 million). Of the total,

approximately $180 million had not yet been expended.

Also, the University is obligated under certain limited part-
nership agreements to advance additional funding

periodically up to specified levels. At June 30, 2000, the

University had unfunded commitments of $715.8 million
that are likely to be called through 2005.

Employee benefit plans

Effective January 1, 1994, all faculty and staff who meet
specific employment requirements participate in a defined

contribution plan, which participates in the Teachers Insur-

ance and Annuity Association (TIAA) and College
Retirement Equities Fund (CREF). Prior to this date, the

University participated in a TIAA and CREF defined

contribution plan for faculty and certain administrative em-
ployees, while all other employees participated in a

noncontributory defined benefit plan. The University’s

contributions were $23.9 million for the year ended June
30, 2000. The defined contribution plan permits employee

contributions.

Until December 31, 1993, the University had a noncon-
tributory defined benefit plan. The plan was fully funded

for all past service costs.

A trustee resolution provided for termination of the plan
effective January 17, 2000 with all benefits ceasing to ac-

crue as of December 31, 1999. Participants were given

options on the method of receiving their vested benefits
plus all excess assets of the plan. At June 30, 2000  substan-

tially all distributions had been made.
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Postretirement benefits other than pensions

Effective July 1, 1993, the University adopted the provi-
sions of SFAS No. 106, Accounting for Postretirement

Benefits Other Than Pensions. SFAS 106 requires employ-

ers to recognize the cost of providing postretirement
benefits for employees over the period of their working

years. The University has calculated its Accumulated

Postretirement Benefits Obligation (“APBO”) and elected
to amortize it over 20 years.

The University provides single coverage health in

surance to its retirees who meet certain eligibility require-
ments. Participants may purchase additional dependent or

premium coverage. The accounting for the plan anticipates

future cost-sharing changes to the written plan that are con-
sistent with the University’s expressed intent to increase

retiree contributions in line with medical costs.
The benefits cost for the year consists of the following

(in thousands):

Service cost $    3,779

Interest cost 8,439

Net amortization of transition amount 6,361

Other (3,020)

Total $  15,559

The APBO at June 30, 2000 consisted of actuarially
determined obligations to the following categories of
employees (in thousands):

Retirees $ 55,092

Fully eligible active employees 35,157

Other active participants 39,504

Total $ 129,753

Reconciliation of funded status (in thousands):

Accumulated postretirement benefit obligation
and funded status $ 129,753

Unrecognized transition obligation existing
at June 30, 2000 (82,697)

Unrecognized net gain 48,939

Accrued expense at June 30, 2000 $ 95,995

An assumed discount rate of  7.75 percent was used to

calculate the APBO. The assumed health care cost trend
rate to be used to calculate the University’s cost of benefits

for fiscal 2001 is an increase of 10 percent over the costs for

fiscal 2000. The cost trend used to calculate the APBO
ranges downward to 5.25 percent in the year 2006 and

thereafter. An increase of 1 percent in the cost trend rate

would raise the APBO to $149.5 million and cause the ser-
vice and interest cost components of the net periodic cost to

be increased by $2.4 million.

Promises to give

At June 30, 2000 and 1999 the University had received

from donors unconditional promises to give contributions

of amounts receivable in the following periods (in thou-
sands):

  2000    1999

Less than one year $ 75,501 $  49,069

One to five years 180,443 127,410

More than five years 47,428 36,917

Total 303,372 213,396

Less unamortized discount 53,977 38,350

Net amount $ 249,395 $ 175,046

The amounts promised have been discounted at a rate
for intermediate-term funds to take into account the time

value of money. Current year promises are included in rev-

enue as additions to temporarily or permanently restricted
net assets, as determined by the donors.

In addition, the University has received from donors

promises to give $11.8 million, which are conditioned upon
the raising of matching gifts from other sources and other

criteria. These amounts will be recognized as income in the

periods in which the conditions have been fulfilled.

Net assets

Net assets are categorized as unrestricted, temporarily

restricted, and permanently restricted. The unrestricted cat-
egory contains, in addition to expendable funds, amounts
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dedicated to special programs, invested in plant and

equipment, and designated for other related purposes. Tem-
porarily restricted net assets are those that may be spent

after the occurrence of an event or time certain, and perma-

nently restricted net assets cannot be spent.

Fair value of financial instruments

Except as set forth elsewhere in these notes, the

University’s other financial instruments are carried in the
balance sheet at amounts that approximate their fair values.
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